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revenucs lor Ihe period lInuary I. ICllIR lulhe pUl>lic
release dale 01 Ihis Order 10 Show Cause. We also <Iirect
DeltSoulh 10 proyide esdmales of Ihe impaci on Che operac·
in, comp8nics' inletllile revenue rC<!uirements anrillutlble
10 III conduci discussed in Ihis order and in Anachment A
that conlinued beyond Ihe perio<! 01 Ihe audit. and to file
these cslimatcs with ilS rcsponse.

IS. Since January I. 19'11. the Cummission has re,ulaled
BeltSoulh's inlerslale .ccess chlrlCS usinC Ihe LEC price
caprulcs." Under these rulcs, BellSouth's inilill price Clp
indexes were estIblished based upon its projecled inlerslale
ICCClS revcnue requiremenls for Ihe period July I. 19<10 to
June 30. 19'11. 8ellSolllh's calcuillion 01 Ihose reyenue
requirements mlY haye reflecled Ihe prlcticcs detailed in
AlIlChmenl A, Because, under price cap reculliion, elch
succeedin, price cap index lor a baskel 01 services is I
funclion of an initial price cap index lor Ihal haskel,
8cIlSolllh's price cap indexcs lor its interstale services
(and. by definilion. its inlerSllle rales) would hive conlin'
ued 10 reflecl the implCl of Iny improper prlClices. 1O Ab·
senl Commission IClion. 8ellSoulh's flliure indexes would
reflecl any uvcrSlllemenl as ....e11. Therefore. we order
BellSoulh 10 show Cluse ....hy "'e should nOI require il 10
reduce ils currenl price cap indexes 10 remove anr
overslilement.JI

C, Corrective Action
\6. Finally. "''C lenlat;''Cl)· conclude Ihll "'e should direct

Ihe BellSoulh carriers 10 impro\'e their inlernal processes
10 brinClhem inlo compliance .... ith Commission rules and
orden, and "'e order Ihose carriers 10 sho", Cluse why such
IClion should nOI be required. We ""ill lake In)' additionll
aClions "'e believe appropriale. includin, issuinC a funher
Order 10 Sho.... Cause. based on BeliSoulh's response.

IV, ORDERL'liG CLAlJSES
17. Accordincly, IT IS ORDERED, pursuanl 10 Seclions

4(i). 41j), 220(dl. and S04(b) of Ihe Communicllions ACI of
1934. IS Imended, 47 U.S.C. U1S4(il. lS4(jl. 12()(dl. "
S03(b). and Seclion l.701 of the Commission's rules. 47
C.F.R. 11.701, Illal Ille BellSoulh Telephone Operatin,
Companies SHAl.l. SHOW CAl,;SE within sixly (1l0) days
of the release dale of Illis Order 10 Show; Cause ""hy lhe
Commission shoulll nOI issue Notices of Apparent Liabilit~

for Forfeilllre Ipinsl Ihese companies for failllrt to keep
Illeir accounts, records, and memoranda on Ihe books .nd
in Ille minncr prescribed by lhe Commission as itl OUI in
Ihis Order 10 Sho'" Cause. includinc Attacllments A and B
....hicll arc hereby incorporaled by reference. and there"'ith
SHAl.L FILE an)' and all d.ta anll olher informalion reo
quired by this O"ler 10 Sho'" Cause. indullin, information
requested in Arlachmenl A.

I' Sn /,,,Iieits 11114 RlIlts Co~ct"'i~, RlIlts I'H Dom'~II~1 CII"
'im. CC Dock" No. 8'·313.5 FCC Rec 671\6 (1'1'10) (LEr I'"et
C.p O,d,,!. E".,_. S FCC Rell ~M.I (Com. Car. 8ur.I'N01.
modi/ltd o~ ' ..o~ .. 0 FCC Red Z~J~ (1'1111) (LEe R..",,,idr'·
IIlioll O,dt". alfd. .'·alio~al R","1 Ttl,..o," ",,,'~ v. FCr::. ullA
F.2d 17~ (D.C. Cir. I'IIIJ).
lQ S" J7 C.F.R. UbI.U(b).l\I.~StbH'1
II Tn ~c~.ie\t thi\. BcllSouth \1"Ould ftfCC to 'l"t~u,e if'S price
cap Indr.,s b~ !ht prruru.1" ,nll~lr i!'! ir~ .j".:J~ i. IU~I In J;J!".c

18. IT IS FURTHER ORDLRF,Il. pur'uan, lO Sections
4(i). J(jl. 10/·2113. 205. 215. 117·110. an<! 11() of Ihe Com'
munications ACI of 1934. IS amen.ted. J7 v.S.c. HI~.I(i'.

IS4(jl. 201·03, 205. 215.117-\0. &: 220. lnll Seclion UOI
of the Commission's rules. 47 C.F.R tuo\. Ihat Ihe
UellSullth Telephone Operaling C""'llanle~ SHALL FILE
"'ithin sixt)' t601 <lays of the reluse dale 01 th" OrJcr 10

Sho.... Cauit inlerstale ,Osl and le"rnue i"'p~<'1 estimales as
specified in plracraph U. supr~.

19. IT IS FURTHER ORDERED. Jlursuant 10 Se~tions

~(il. 010). 201·203. 205. ~15. 21 7.110. an.! ~10 of the Cum'
municalions ACI of 193~. as amenlled. 47 USC. HIHfi),
15~(jl. 201-03. 205. 215. 217·19. & ~10. and Section 1.101
of rhe Commiuion's rules. .I' C.F R. ~l.iOI. Ihal Ihe
BellSoulh Telcphone Operalin, Companies SHALL SHOW
CAUSE wilhin sixl)' (llOl days of Ihe release dale of Ihis
Order 10 Show Cause wh)' they shQuld nol be required 10
IdjuSt Iheir price CIP indexes as SJlecifie.! in para,raph 14.
suprll

20. IT IS FURTHER ORDERED. pursuant 10 Sections
4(i). ~lj). ~OI·2(13, 205. 215. ~17·1\9. and ~20 uf the Com·
munications ACI of 10 )4. as amende.!. n \J Sc. H l54(il.
IS4(j1. 20\-03. 205.215.217·19. and 110. and Se~\ion I7UI
of the Commission's rules. 47 C.F R §1.101. that the
Bel/Soulh 'relephone Operaring Companies SHALL SHOW
CAt.:SE "'ilhin sixty 1110) days of lhe release date of this
Order to Sho...· Cluse ..-h)' Ihey shoulJ nOI be required 10
impro\'e Iheir inlernal pro~es,es lQ brin~ them into ,om·
pliance '" IIh CommiSSion rules and orJers.

21. [T [S FL'RTIiER ORDERED thaI the Secrelar,' shall
send b)' 'ertified m.il I cop~' of Ih .. Order to Sho.. · Cause
10 BellSoulh Telecommunications. Inc.. 675 West
Peachtrce Slree\, :".E......tl.nta, Georgia ~03i5

FEDERAL CO~~{l::"ICATIO~SCO~I~lISSIO~

William F Caton
ACtin, Sec rellr)'

AIUchment A

1. We presenl belo'" the apparent ,",olations of Ihe
Bel/Soulh carriers based on the findinp in the Ernst &
Youn, report Ihal prompl us 10 issue the accompanyinc
Order /0 Silo ... CIlUS~. For each apparent "iol.tion. ""e
summ.rize the independenl ludilors finding and any
BellSouth reply. We abo present uur prelimlnar) nalu·
alion of the record. In ,eneral, Ihe \i\llations arc Clle·
,orized accor.!in, 10 Ihe raremaking component affecled
This allachment sep.rates the apparen, \iolltioM into the
follo .. ing calecuries: Cash "'Orklng "pilal. jUlisJictional

:0. i"'-'I prnj~et~d inlt:"ultt ICC'" :"e'\.fna.rf rtqulrfmf::J Ihll

results from .ht remo\'al of an,," o.. er\tllrmrr,l. Tht~ rtCi.Oc,
lion, It,) the priet cap il'ldtxn ~;ouIC nftC: 10 ." :i.;ltJOrt!o:,,:cd
arr.\)n& the- ~:h"t1' huea on the rtl;1i'r J~!' !. :l.IOO to Junf JU,
19'J1 proj,,:ec: ir.!trST"t ",CCUS rr'rn..,r rtG<,;irtmtr,:!l i!": t:lch
:':'!ul.tt
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separalioM, lack of documentalion, and olher apparent
errors. In Ilt.lChmenl B. we presenl Ihe informalion in Ihe
record Ihat describes Ihe impact of Ihese apparenl viola·
lions on the BeIlSoulh carriers' inlerstate re>-enue require'
menlS for the fifteen·month audit period.

A, Cub Workllli Capital
2. We find lhat BeIlSouth's calculation of cash workinc

capillI allowances may have violaled Commission require­
ments. Specifically, BellSoulh's development of those
allowances apparently violate<l SectiOM 65.800 and
65.820(d) and (e) of the Commissioll's rules. which inslruct
carriers on how 10 calculale Ihe inlerstate rale base.' As a
resull of its cuh workin, capillI calculalions, BellSoulh
reponed incorrect informalion 10 NECA In apparenl viola·
lion of Seclion 69.605 of Ihe rulesl and to Ihe Commission
in apparent violalion of Secli9n 65.600 of Ihe rules. J Fi·
nally, to Ihe extent Ihis information has been reported in
the Commission's automated database, AUlomaled Report­
inc Manaltment Information System (ARMIS), BellSoulh
also appears 10 have violaled Seclion 43.21 of the rules.
....hich requires that dala filed in ARMIS be accurate, com­
plele. and responsive, and cerlified as 5uch by a senior
carrier officer.

3. The elemenlS of ltad·IaC studies 10 calculate cuh
v,orkine capillI were set forth in Dockel No. 1912~ and
reaffirmed in Dockel No. 86-497.' Lead·lac studies measure
cash innows and Outno,"'5 in relation to the time service is
rendered. Revenue and expense items Ihal are received or
paid before a service is rendered are considered ·Iud·
items. and revenue and expense items lhal are received or
paid after ser>'ice is rendered are considered ·IaC" ilems.~
Lead·lac sludies determine lhe number of days between
receipt of revenues and paymenl of expenses. The net
number of revenue la, days is lhen multiplied by the
a>'era,e daily cash expenses to determine cash workinc
capitaL' A poshive net lag results in a positive cash work·
ing capilJ! allowance. which increases the rate base: a
negative one resullS in a neptive allowance. which reduces
the rate base' In previous order.s and proceedings, we have
set forth the specific criteria for the inclusion and exclu-

I ~i C.f.R. U65.8OO. 6'.R2O(dH~). Th~.. rules require carri~rs.
like lh~ BellSouth carriers. to arlcu'ate the cash ...orkinc capilli
component of ,heir inlentllt ralt base either by performinc I
lead·lac study of intentllt rtv~nue artcl eapense items or by
applyinC a specifIed formull. BcllSouth ~Icct~d 10 perform I~ad­

lal Sludies.
I ~7 C.F.R. 16'1.60$.
1 ~7 C.F.R. '6'.600. In IhC1C ralt of rtlurn r~poTlS 10 lhe
Commission. llfllSoUlh is required \0 Hprovid~ fuJI .nd .pecific
.ns"'-en 10 III question. propourtcled Ind informllion requ~Sl'

cd ....• 47 C.F.Il. '6S.6OO(b). (d)( I).
• ~7 C.F.R.•~J.2I(a).
S AmeriCln Telephone A Telecraph Co.. Docktl No. 1912'l.
PhGst [f Fi••1 DteiJio., 601 FCC 2d l. 72·73, para. 187 (1977)
(/91 ~9 PhGSt /I Fi••, DeciJio.), GIf, PhoJt /I I.i,iol DeciJion,
b-l fCC 2d 13\ (976) 119/~9 PhGJt /llnili,1 Oteilio.).
, A.mnd",enr 01 PITI 6$ of lhe Commission's Rule. 10 Pre·
",ribe ComponenlS of the Ralt BUt Ind /lltl Intome of Domi·
nlnl Carriers. CC Docket No. 1l6-~97. Rtporr ,.d Ordtr. J FCC
Red 269 (11/87) (&6-497 Ordtr) , rteon., ~ FCC Red 1097 (1989)
(S6·497 Rteorui.u'atio. Ordft). rtmo.ded n<b .om. lIIinoi. Bell
Telephone CO. Y. fCC. 911 f.2d 776 ID.C. Cir. I9'KI) fllIinoiJ
BtU I). v' r,m••d. 7 fCC Red :!'l6 09'Hf ISJ·497 OuiJio. o.
Rrmand). a!.F.rmtd Jub no... Illinois Bell Tel~phon. Co, " fCC.
~AA f,2d 115~ tD.C. Cir. 1'I'l3) (//linnis BtU /I).

sion of various items in cash working capital calculations,
. bUI Ihe ceneral rule is that Ihe nel lead or la, is applied 10
Ihe averace daily cash expenses. Tile specifics of
BellSoulh's apparent violalion are discussed below.

4. Appartnl Violillion No. J: In calculaling cash workin,
capit.ll allowances, carriers are allowed to add minimum
bank balances to Ihe results obtained from lud·lag studies.
Tile independent audilor found that BellSoulh subslituled
averace daily cash balances for minimum bank balances in
ils cash workinc capilal computations. 'o This practice reo
sulled in a $4.836.000 overstatemenl of BellSouth's inrer­
stale revenue requirements for January 1988 thrOUgh
March 1989, according 10 the independent auditor. II

$. BellSoulh ar,ues Ihal ilS use of averace daily cash
balances is proper. To support ilS position, BellSoulh cites
American Telephone and Telecraph Company (AT&T) and
Bell Communicalion Research, Inc. (Bellcore)1l company
documents that instruct carriers to Ust averace daily bank
balances when computing cash workinc capital. BellSouth
contends that Ihese documents make clear that the Com­
mission permits the use of average daily cash balances in
computinc cash working capilll. lJ

to. AlthOUAh BellSoulll admits Ihat Ille 86-497 Ruonsid.r.
41iOlt Ordtr stlled that the CommiSSion did not intend to
depart from the established policy of inclUding minimum
bank balances in cash workin, capillI, BellSouth mainlains
thai lhe Commission had previously permined more than
minimum bank balances 10 be included in cash ....orking
capillI. In Ihis reprd. BellSoulh poinlS out rhat in Dockel
No. 19129, Ihe Commission required AT&T to submit a
pro&ram of cash management to ·'minimize cash require­
menlS for the daily operation of the bu.iness,'·" BellSouth
maintains thaI requirement described a program thll ....as
not strictly limited to compensatory or minimum bank
balances. BellSouth also contends lhat it has consistenlly
included a>'eralt daily cash balances as the minimum cash
balance in its cash working capital determination.

1 Rel.l.d 'erms include ·expense lac· (the avera.e net la. of
all of I carrier's cuh "penses): "revenue la," (Ihe avera•• n.1
lac of I carrier's revenues); and ·ntt la." (the ntl of I Clrrier's
eapense lac Ind re.enue lac).
, 86·497 DeciJion on Rt....d. 7 FCC Red al 2'17, para. 9.
• Annual IllClO Accns Tariff FHines. Mtmorandum Opinion and
Ord.'.5 fCC Red 4177. ~219fl990).
,. Adju.llmt.u R.port a' 41.
1/ Leiter from Bruce BIld",·;n. Pre.id.nt. National Exchancc
Carri.r Associltion. Inc .. '0 Mr. Gerald P. Vauchan, Deputy
Chi.f. Operations. Common Carri.r 'Bureau. a' BellSouth ",.
'Iellment fOctober ,12. 19'12) /OClobtt J~ Ltl/tt).
" Bellcore is • torporotion that ...as created II 'he 19f1.l
di'csti'ure of AT&T '0 provide re..arch. encincerinc. and ,«h·
nit.l support se..ice' to its o",'ners. ,he Recional B.1l Holdinc
Companies.•nd Iheir am Ii..... Ihe Bell Operalinc Compani.s.
\1 Allju"'t1.nu R.po" It ~2.~3. (iti., CompHolle,. LIner M·
31R. OUllin. of Proc.dures for Preparinc Cash Workinl Capital
Lal Studies (ATAT Sep!. 2. 19;7); 5«lion DR90.25 (AT&T
Jan.198J); Section S510.3O (BelicoTt June 11/1>-1); &< Section 550.
Issue 2 (B.llcore S'pl. 19K1l).
" ~ fCC Red I' 16'1'l. pora. n.
IS Adjwrmt.l.l Rtpor, 1\ ~~. quo"nc. Phast II F,not DeciJion,
b~ fCC 1d a, 76. par•. lOS &< Ph,s< II /nillal DrriJion. ~ fCC
2cl .. ~ Ill. par•. 1lOR.
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BellSoulh slales ,hal Ihe Cummissilln has approv'ed Ihis
prlelice in eVer)' AT&T rate filinC ,in(c \Q7R and cv'ery
BcIlSoulh rale filine since 1984, ,.

7, We do nOI find Bcl/Soulh .. arcumen" penuasive be·
cause lhe Commission hiS lone held Ihal only minimum
b.nk balances, and nOI average daily bank h.l.n(es, sbould
be included in Ihe cash ..'orkina (.pilal computation.
Company documents Ihal inlerprel Commiuion policy or
rules do nOl SUbSliluie (or Commission policy or rules,
Addilionally. Ihe Commission's requcst in D,,,kel 19129
for informalion fCe"dina AT&T's cash m.n'aement prac·
lices cannot reasonably be inlerpreted to mean Ihat Iverlle
daily bank balances ....ere 10 be inclUded in cash "'Orkine
capillI. ThaI request was iniliated b)' the "'dminislralive
Law Judge (AUl. who made clear thaI minimum b.nk
balances. rather Ihan a"ua' cash balances. were 10 be
included in cash workine capilal." In requirine AT&T to
submit a cash manacemenl proeflm. Ihe AU nored Ihal
AT&T had ·presented no evidence on Ihe hasis of ...hich
Ihe Commission can rely 10 persuade fitl Ihal the cash
balances JAT&TI claims in ils rale base .re required in Ihe
rendilion of service,·" Indeed. in .ffirminl Ihe AU's reo
quirement. Ihe Commission specifically excluded ·General
Department lIem.nd deposits and petl) cash "'orkinc
funds· from cash working capilll.'o

8. Laslly. B~IISoUlh cites no Commission order or OIher
Ilocum~nt approving the inclusion of averale d.i1y bank
b.l.nces in cash working (apital. If we aHo"'cd BeHSoulh's
or AT&T's riles to take effecl despile such inclusion. il ..·.5
0'11)' because rhose carriers' rate filings did nol disclose
their specific praclic~s. BellSoulh's mel hod of ~alculaling

itS cash ,,"orking capilal allo,,'ances apparenl1~' violatcs our
requirements.

B. Jurisdietiona' Separalions
9. AppQ'r", VIOlcllio'l So, 2. F.,ffeClive January l. 1QM.

Ihe Commission adopled Seer ion 3/>. P2(a) nf Ihe I "Ies.'o
which requires eercain carriers, including Ihe DellSourh
carriers, to .pporrion all in{ormatinn origina­
lion.'lerminalion (lOT) equipmenl COSts.: 1 other than Ihese
for coinless pal' I~'ephone equipmenl .nd dellriffed cus·
lomer premises equipmenr. between Ihe federal and "ale
jurisdiclions ,,'inc Ihe lransitional subscriber plan I fa~lor.::

.. AttJ""",r.u Rtpo,r It JJ.
,. The AU emphuited Ihll:

,,"'Orkin, capilli is intended <0 provide onlv' lor Ihe cur·
rent d..~-·to·day need, of the hu\iness anc( ~Ot for :an~' of
the cap:tal requirement. Sl!'cund....orkin~ capital i~ the
~moun, or d('lU"n lh.1t :are necr\wr)' \0 r.'Ietl currer.t
needs. not the olmount of doll:.,,, that ~ publk utilil~

...ould liKe 10 hl\-'c on hand or miaht ,"ClUIll)' n:::l'C ('In
n~nd

Dock" /9J:~ P~.>t /I /1"".1 Drciuo•. /101 FCC 2d ~, JiI.l. para
l1li1.
'lid. II .mQ, rn-rl. 907.
" Dock" I~/:V P~.s< 1/ F,••I Dais...... /101 fCC ~C 3' -h.
n.wl. The General Oepanment of AT&T pru\ided tne /lOCi
..... itf\ cC'ntuliltd surf \fr\"icu. OOCk.tl f9t:9 PlJaJt /I 1r:1l1~1

Drc",on. I'" FCC 2d Jt 13J. pau. .to.
10 J. eF R. f.th.IJ2(a).
!l lOT fG;Jipment con,iSlS uf clrC:1ronic devices and \UNK)nlr.~
equipmen1 uwd 10 ori,in.1lt ~nd lcrmln~lt tCit':t.lmmun\c31i{"l!';
m~"'S.1ft" ,)' :hr rn~ u~r.. · j'1rtmi'\.t50_ St'l' J":' CF R. rOlr~ .l"
·\pprru:l,ll I: d'lclL:dt) '!~a:lor: .1pl',r.:lhIS 'tuch ~\ Itltph,""t -'!".d

Secrion oQ.~U3~b) of rhe: Com;~\ ..... ,,'1'" 'Ide\. in furn. re­
,",vires lEC\ to 311porrion th~ 1111\ : ... :;'!(..: I,,·,f'lilln .1)( that
inveslment bel"'een Ihc 'pfei~1 a,,,,, ."", Cl rlcments "on
the has,s or Ih~ relat"'~ nU1'llh(1 n1' ('\It.ll'~'h:1H lint~ in
usc.'·u

10. The independenl aue"tol I"u,," Ih>l rldlSou'h Lli­
recll~' assiened lOT inv'eSlmenl '<I ,pc,',," a,cel., in ils 1988
.nnual access IIrilf filing, Bel/South ~'t"es Iha' Western
Union challenJe<l Ihis direCt a"i~nJncnl in ,omments on
that BellSoulh filinC. thaI [lells'It"" ,:, :,,,.le<l Ihe direct
assignment in ils re~p"nsc IC' W":,',,, l".Il'''. an,' that Ihe
Commission .lIowed llellSo,"h 'pc,;,,: . <C" ,a'es to Co
inlo ~f(ecl. The independenl 'C'''I,,' Ii:,··· • "',J lite f,ndines
in the Commission ~l/lfl audll til .hc CL 1"'01 lhat had
prompted Ihe Commi~sion to orllcr an i'hlcpendcnl .udic:·
In its .udit report i~sued in :"ovemher II/QU.: I Ihe Commis­
sion slalf concluded that d;re(l ~"'gnmcnl of tOT
inv'eslmenl is inconsislenl ... ilh Com",i"",n rules:' AI·
IhouCh lhe independenl auditor indkalc" ,hal Ihls direer
.ssignmenl underSlated ReIlSou,h', Cl .,.',1 Itll~1 ,nlerSlale
rc\'tnut requirements (or ;Q)i:"l t)~ ~ i.~ ; :'\"l11un.':- ·...·c he..
Iitvt .hat it inStead )hifted 10"1 ";\hh ,,), ~ "S~ (r\)l~ CL ttl

imerSl,te s~cial access. as "tho"'l1 !;; .-\II;,!\' Jw\cnr B.
II. BellSoulh arel.les Ihat Ihe ,n,lellen.!en, aU.!lIor', '"le·

mentS confirm that ils IrCltmenl 01 lOT COSIS "'as c(\m­
pletely .ppropriate and lhe llnl~ p"'pcr cour~e " could
hav'C taken BellSoulh slale, Ihal ilS :1/';8 :3ri(1 filing clearly
displ')'ed BellSoulh\ dire" a"'gn,,,er,l ,)~ lOT ,,"lS to
special access. thai Ihe Con-.mHIl,n ".1'., ;,ul, a\l,are of its
aClion, and that Ihe Comm.s,i(".'..,1:, \q.:~l- ,;'ll ,peclal a..:ccss
riles as "'ell as :"EC,\'s CL ral(, I.' h~"'Il" dleeli'e ...ilh
Ihe allocation "f lOT (0'" ',I .p",al .ll.l:Ci' [JeliSouth
argues Ihat h.d il chanced :(, alk'cal:or. of lOT CO'IS
during this period, changes ,n hOlh CL ,nu <pe,ial access
rales "'ould ha\'e been required to a\"'ld a ,e\enue-Cosl
n;i)match BellSoulh ~tate!< !lJrlhcr /11al I~,e Cc;mmluiOrl
staff did nOI indicate thaI the d,rel:! ."I~nmen( ,If rOT
COSts '''.;a~ tncc-rrect until it ;~<.ucJ lh "'U\::: ~ep0rl ,-,r ~he Cl
pool in ,"ov'emllcr IQqO. ~ome ''''0 ~'eal' ,fler the alloca·
lion in Question \l."a, u,etJ ,,) t'S!3:")Ji:--h ralt:"-· BcliSlIi.:lh ,131CS
thaI if the Cemmission belle'e, rhal In" ,"o,cmtJer 1990
interprellllon i, applicable to llcllSou'h :hen ,he C,'mmis-

miKtllaneou~ cqulpmenl, ltifl~i't\lorl~l:'r e4.... :"In·,cn~. 'J:,:",•.1:1 pri.
"ate branch tll:hanccs. and f:lCio cquirmtnl Itt.c.:udin, rT':l,)bHc)
installed lor ,he end uwn' use. It ~I.o ,r.,lud... embedded
cu\tomcr premist ,,·irang. lar~c pri .. ~t(' br~nd'l tltchan,e\. public
u'lC'phl"lnt tlt!'mir..11 f'quipment. iln~ C"I:t",tr ~c;rr.lnal equip:1'lCnl
SttJ'CFR 1."'1.1I~).

~~ Thl ~\J~o;c:,:t"t:, ~:~nl :"C14':' ,.J'\ !O!':T.frl~ ..: ..t:~ :" ,,;:il-=3.1~ 1('1

,tlrU\lo1tt Opl'f,a:!On .. crn"in l:,:\(umtnl in ;')l.lnl: ..... ~ribrr

!Inti. ~t.1~ion t'jw.,pmenL and.: pore ion of ctrll:,:!l ofrla ~",'ilCh·

in¥- uw~ f..'r mt",s3'C fclcpht'r.c ~!', i.:c. LJ.:h comr.1"'~·~ o,ub·
....:rltwr pl~r,l. !a.':'(Ir '\A.a.!. (rt"llt~ Jt 11'!l f\l"<1 .:I\~·rJgt h,~\(: ,:ri~ lnth
phjlHd If,lCl J nui"n\l,id, b."l~ :t.lh.~J~iun ::l.:'wr ~l( .:~~ 'htr
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sion musl consider reopenine Ihe Cl pool for 11l8R 10
'llow BellSculh 10 submit ,ddilion.1 lOT upen,;es for
reco"Cl').:a

12. BeIlSculh. in effecl. presents 1"''0 .reumenls 10 juslify
its direcl assienmenl of lOT costs. First. BellSoulh .rpes
lhal Ihe interpret.tion of Ihe rules ser forlh in Ihe Commis­
sion slltrS November 1990 .udil reporl is incorrect. Sec­
ond, BellSoulh mainllins Ih.1 even if correCI. Ih.1
inierprtlilion should nOI be applied 10 BellSoulh because
Ihe 1938 Acceu Tariff O,tIe'" hid .1I0wed BellSoulh's
1988 special ICCess rile 10 &0 inlo effeci even Ihou&" il
reflecled • direcl assil"menl of lOT costs 10 special access.
WI Iddress Ihese areumlnts in lurn.

13. SeIlSoulh's Irpmlnl Ihlt Ihe interprelltion in Ihe
Commission SIlft'S November 1990 .udil repon is incor­
rlCI Ipparenlly reneclS BellSoulh's belief lhal P.rt 36, .nd
in parlicul.r Section 36.I(c). of our rules permil Ihe direcl
assicnmlnl of lOT costs to special access.» Our Part 36
rules, however. prescribe Ihe procedures telecommunica­
lions comp.nies mUSI use in apportionine Iheir costs and
revenues belween Ihe SI.le .nd inlersl.te jurisdiclions. Sec­
lions 36.1 .nd 36.2 OUlline Ihe sel.r.lions procedures 'nd
Ihe principles Ih.1 underlie Ihem. These sections Slile Ihll
jurisdietion.1 separalions are 10 be mlde usine eilher direci
IssicnlllCnl or • particular .1I0000Ior.n These pneral Sllle­
ments do nOI eranl carriers disc:relion. bUI only inlroduce
Ihe Pari 36 rules Ihll expllin ""hen and how direcl assicn­
menl or an .1I0<:110r is 10 be used. If Ihe ,eneTiI inlroduc­
lory SlitemenlS had been meanl as disposilive, Ihere would
have been no n.eed for specilic lanCIl.p, in Ihe rules lhll
follow. 10 ,lIow or enCOIlTip Ihe 'use of direcl
assienmenl.ll Seclions 36.l(c) Ind 36.2(.)(1) do nOI creale a
pneral invil.lion 10 use direcl assicnmeni as lhe liline
carrier choolCs,

14. SellSollih .Iso m.inllins Ihar Ii'll Commission impli.
cilly accepted direci assienmenl of lOT COsls 10 speci.1
access in .mendine p,rt 69 in 11187 because Ihe Commis­
sion intended ParI 69 10 conform wilh ParI 36.~ We find
no support for Ihis "cumenl in Ihe laneuaee of P.rt 69,
On Ihe conlrary. Seclion 69.303(b) of Ihe Commission's
rules Slates unequivocally Ihal LECs are 10 apporlion ",Il"
lOT inveslmen.! olher Ihan tk'l in public telephones and

II At(j""IlUII" R,pon al 39-~.
" Annual 1988 Ace." Tariff Filinp, M,mo","dwn. OpilliDII
ud OrtU'. 3 FCC !led 1281, 1295 (Com. Car. Bur. Illfti) (19//&
Acc.ss rari/JOrdt,),
10 Id. at 39, cili", BellSoulh Reply in 1988 "cc.ss Tariff
Proceedin&-
II 47 C.F.R. ff36.1, 36,2.
II 47 C,F.R. "36.1(c). 3b.2(a)(I),
Jl Co",,,." 47 C.F.R. Ufl.IS7(al<1I (c.rtain clbl. and wire
facililies com to be apportion.d) "'i,It 47 C.F.R.
S3b.157(a)(2)(0Iher cabl. and wire facililin co,.. to be direclly
auicntel).
101 .4t(jIU'''''"U R,po" at 39. cili", B,IISollth Reply in 1988
Access Ta,iff Proceed ina.
IS 47 C.F.R. Sb9,lOJ(b).
16 5" Annual 1988 "ccn. T"iff Filinp. .\f,,,,o'.IId,,,,, Opill­
'011 "lid O,d". l FCC Rcd 1281. 12'15, plrlS. 114 Ii: 116 (Com.
Car. Bllr. 1987) (Illowini BtIlSouth'. 19M .pecial ace•., tariff
to lake effect notwithstandinl W.Slern Union'. arlument reo
r,rdina 'h' OVIl allocation of JOT invlStm,nl 10 special access).
, 5" it!. Th. Bureau did not explain why it allo....d

B.IISouth·, special acc.ss tariff 10 take effect....hil. ,uspendinl
Ih. special ICCUS lariff, or other carri....
II In June 19M, :"EC... ·' S.paralion, Advisory Group inform.d

.ppurten.nces hel....een the special .ccess .nd Cl elements
"on Ihe basis of Ihe relalive number of equivalent lines in
use.· 1S There is no lan.u.ce in Seclion 69.303 or in olher
porI ions of Pari 69 Ih.1 Slates or implies Ihal direcI lSSicn­
menr is an Illernarive 10 Ihis allocalion method.

IS. As rhe independenr ,uditor obsen'ed, Bel/Soulh and
NECA bolh direclly .ssiened lOT costs ro special .ccess in
Iheir 1988 access lariff filinp••nd Ihe Common C.rrier
Bureau (Bureau) allo....ed BellSoulh's special access and
NECA's Cl r.les 10 I.ke effectwilhour correcline Ihese
improper direct wicnments:" In .1I0.... ine Ihose r.res 10
lake effecr. however. Ihe Bureau made no lindin. as 10
lheir underlyine I.wfliiness." In Ihese circumslances. we
rejeci BellSoulh's apparenl position Ih.1 Ihis Bureau aclion
absolved BellSourh of ilS responsibililY 10 report ilS lOT
costs 10 NECA in accordance ....ilh Seclions 36.1~2(.) and
69,303(b). BellSoulh should h.ve been .....are bolh from
Ihe lanfUiIe of Ihe rule and from communicalions wirh
NECA I Ihal its direCI assicnmenl of lOT was inconsistenr
wilh Ihe Commission's rules. Neverlheless, BellSoulh con­
rinued ro .ssiCn irs lOT costs directly 10 special ICcess
durine 1988 .nd atlempled no relro.cth·e adjuslment 10
correct Ihll improper direct .ssicnmenl. Those aClions .p­
parently violiled Seclions 36.142(a) and 69.303(b) of our
rules.

16. App.zrell' Vio/Illion No. J: Seclion 36,153 of the Com­
mission's rules prescribes tile melhods for assienine cable
and wire facililies (CkWF) COIlS 10 four specific separa­
lions calecorles." Tile independent audilor found lhal in
Alab.ma. Louisiana. and Mississippi, BellSoulh used an
incorrecl basic siudy faclo,.o lhal decreased Ihe CltWF
costs assiened 10 cateCOry 2. O",'i<leband and exthance
Irunk CtkWF, for private local service. The independenl
audilor Silled chal this incorrecl faclor shifted cOSIS 10
calC&Ory 1. exch.nee line CitWF eXcludine ,,·ideband. for
which Ihe COSIS .re direclly assicne<l 10 Ihe Cl r.le ele­
menL" Tile independenl audilor slated furlher Ihar Ihis

BtIlSolllh thlt Ihe Commission staff hid concluded 11111
B,IISouth's lOT IIIltllodololY wu unacceptabl., Response of the
NYNEX Tel.phonl COlllpinies. N... Enllind T.I.phon. A
T.leer.ph Co. It N.... York Telepltonl CO.• Applrenc Violacions
of th. Commission's Rules. AllIuvlt of "lfrtcI IloKhlllt. II
Attachmenl· A (filed Dec, 10. 1m). Whil. informal advice of
Commission St,rr i. nOl d.finitiv•. ,11./4#11 F.'>( Assoc. v. FCC.
~35 F,ld 1313, 1319 (D.C. Cir. IWI), Ihis tommunicacioo
.hollid hi'" alerttel BellSoulh Ihal Ille Bllrnu. by allowinl ils
lll/lll special acC'SI laril! 10 lalte effw. hid not intended to
arprov. BellSoulh's lOT mithodoiocy.
I Seclion )0,152 of Ih. Commission's rul.,. 47 C.F.R. 'J6.152,
lim the.. cltecories.
<0 Buic 'tud~ faclon Ire rltios ,uch .. minute miles per
m...... Or book COSl5 ptr mil. of cabl. Ihat are appli.d to
monlhly voillm. cOllnts. qllanlity count'. inv.stmenl, ..pen....
or olh.r data to u.ian cost. in Ill. seplnlions proc.ss. Some
basic Itudy facton are Il..d to Uliln costs 10 ..parltion. Cite­
lories; olher basic study faClon are Ilsed 10 Ipportion plant
investment, eopenl,., Ind IIUS bel..."n 'h' Itlle and int.r.'tl~e
juriscliccions. To develop basic sludy laclon, thl LEC. pellodl­
cally perform studi.. in ...hich tll.y anllyze com and Olh.r dati
for I ~pecirlc period of lime.
.. AdjlUtm,"" R,p"'t at "h·47.
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error o~erslaled 8eIlSouth', inlenllle rC"enue r~lluire·

menls for January I\lR8 'hrouch March \'18<1 b~

S1.025.000.AI

17. BellSoulh ad mils thaI Ihe basic sludy factor ....as
""ron, and explains Ihal a worksheel error produced it.·J

We find Ihal BellSouth's use of Ihis incorrect hasic sludy
factor apparently ~iolated Se~lion 16.\ 51.

C. Lack of Documentation and Other Apparenl Erro"
18. ApfHJ,ettl Viollllioll ....0. <I: One elemenl of a reliable

accollntin, system is mainlainin, records Ihal support ac,
cOllnlin, enlries. Section nO(c) of Ihe Communications
Aet rcco,ni&es Ihis by aUlhori&inl Ihe Commission 10 ha~e

access 10 and the rilhl of inspeclion and examinalion of
"all accounlS. records. and memoranda. includinl all docu­
ments. papers. and correspondence ... kepI or required to
be kepI" by Ihe BellSoulh ~rriers." Section 2~O(CI also
places "(lIhe burden of proof 10 juslify every accountinc
entry questioned by Ihe Commission ... on Ihe person
makins. aUlhori&inl. or requirinc such enln'" 1 In
addilion. Seclion 1~.12(bl of nur rules' requires rhe
BellSouth "rriers 10 keep ,heir accounlins records ....·ilh
sufficienl p,rricularily ro show fully rhe facts pertainin, 10

all accountinS entrics" and 10 file "1llhe delail records in
such manner as to be readily accessible for examination"
by Commission representatives."

19. The independenl audilor found r..·enl\"·' ...·O instlnces
where revenue, COSI, basic sludy 01 tax a.J{ustmenls. u~h
in~lvins in excess of SIOO.ooo in costs or revenues. were
unsupported by adequare documeniation: Soulh Central
Bell in Alabama could nOI provide a.Jequale documenta'
tion to support three adjustmenls.

Soulh Central Bell in Kenlucky could nOI pro,ide
suppOrt documentarian for one adjuslment

Soulh Cenlral Bell in Louisiana could not provide
support documentation for Iwo adjustments

South Central Bell in Mississippi could nol pro' ,de
support documentalion for two adjus,menlS.

Soulh Cencra! Bell in Tennessee ""IS unable to pro·
vide supporl documenlllion for .wo adju,lments

Soulhern Bell in Florida could not pro'-ide support
documentation for ,wo adjustmenls.

Soulhern Bell in Geor,ia could nOI pro"ide ,uppor!
documentation for four adjuslmenls.

Southern Bell in NOrth Carolina could nOI pro'·,de
support documentation for 1....0 adju'tments.

Soulhern eell in South Carolina <:ould roor pro,iue
suppOrt documentation for four .djuslmenu'·

:~ Oao/n, J~ Ltll". 11 BrHSou'h AnachmC'nt
.. Adl""""." R,pe.. 31 J7.
'1 J7 US.c. 1220(cl·

/tI.
;: J' C.F.R. m.12(b)
." A.djk.UffI,'U RtPDrr at J~·"£h.

Id. 31 J/I

~(I. In all ''''emy''W" ,ase~. fhllSouth admils Ih.1 il
~oul.J ntll IOClle the supportin& documenI31"'n" We Itnla·
tl\cl~' fin" thll 8ellSou,h's admined documentati'on lail·
ures would supporl a conclusion thll BellSoulh fails In
keep ils accounts. reconls. Ind memoranda a- p,,<c"beu
h~' Ihc Commission.

~ 1. "'PfU"n, I-',olll,;on Sf). S: The 800 Read"linc ,<r\lce
"'as an AT«T 800 service lhat terminated (\~er 'he cus·
tomer's local elchanee service line ulher Ih.n <"cr a
deJiCiled W"'TS·t~pe line. The independent auJ;,o, (.)unll
thll in Alabama... hen reportin, an 8UO Read)lin< a"rual
adjustmenl 10 ~EC;I\. BellSoulh reported an ;n(ru-e 'n
re,'enues instead of Ihe decrease which actuall, '''CUI red.
The error resulted in BellSoulh's over~t.. inc its CL rc"
enues for September \988 hy S13g.000.'· BeHSoulh adm,lS
Ihis error and cxplains Ihat an input 01 S16Q.OOO .. a5
inadvertently made .... ith Ihe ..... ront., siCn resulting in the
S138.000 overslalement of rc,·enue. We find rhal in Ih',
instance. 8ellSoulh's inlernal accounlinc conlrols ... erc ap­
parenti)' deficient.

~: ....pPllrt'lI \',olllr;oll .v,). 6: The inllependenl aull'l(\r
four.,) that South Centu' Bell in~luded presubscriplio"
rc'enues for lhe predcsilnation of interexchange carriers
(lXCs) by end users in Accounl 5081. End u>cr revenue, in
apparent ,iolalion of Seclion 32.5081 of lhe Commission's
rules." This oversllted BellSoulh's CL re"enuel anll under­
,tltell its traffic sensilive revenues for Januar' 1Q88
lhrou~h ~larch 11lSQ by sm.ooon .

13 We quole Seclion 32.S081 in ils enrrrerr:

B:!.S081 End user revenue. This accounl shall Clln·
ta,n Ihe federally ' ..riffed month')" nal rate charge
assessed upon end users.u

We find no ~upport here for BellSouth's inclusion of these
re'cnuts in Account S081. and ils cvenlual u~ignment of
these revenues to the CL pool. ender Ihc CommlsSlon'~

rules. Account 508\ contains re"enuc gcnerated ~~. Ihe
fe.Jeull)· tariffed nil monlhl)' rile charge as~esse,j "pnn
end users AccClunl S081 does not inclulle adllll,onal
Imounts. like presubscriplion revenues. e'en (h"ugh Ihey
are tariffed amounlS ,harled to cnd ustrs. Pre~un~cripflon

re\cnues pertain to the 5.. itched mcssage roll ser' ice. and
carllerl must include chcm in A......ount 50S:!. S.. llched
acce" re'enue.I' "hich is assi,ned '0 Ihe traffrc «r,sllive
clement as miscellaneous service re,·enues. Thu,. appar'
ently. BellSouth nOI onl)' reponed .Ihese re'enues tn the
""rong SEC,>. pool. bur also recorded them 'in the "'rang
accounl

;~ Thc aho\e ermrs ,uCle,r Ihat AeIISoulh', ,nternal
\·'~,lr.'I' >.pparenll~ failed to funclion properl~ In mulliple
'n,tances. A, a result of ,uch errors. II ma" be necessa" 10

re"u"e adjustments 10 BellSoulh"s price 'cap inlle,es and

'''' .4.d!~("'t"U Rtp,," ~t .1'7
~Ii Id
\I 1<1.
~: ()(tCbtr 11 LCUf'. ~l Bct/South AH.lchmtrl l

II .' C.F R '.\.)~,"',
\.a .1"- r F R tJ:_~n~2
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Altachmenl B

.aLLIOUTK • 8umaary of Apparant ViolatioDS

XMTUITAn R~ RIQtJ1UIG:ICT
ovaalTATINCMT POR Tal AODIT 'IRIOO (Saa Nota)

1'0001

CODIIIlOH
rIlCDDIQ TOTAL

COIGIOH
LIn

OT'"
I..,..aSTATa

ACC." ILIDCKNTI...•...•.....•........•..••.•••.........•.•.•.••.•........................•...
1. Included amount. BellSouth 4.836 2.661 2.175

1n exce.. of
lIIini_ b&nlc
balance. in
cOlllP\lting ewe.

2. U.ed direct BellSouth 0 (13,300) 13. ~oo
••lignment of IO/T
whara not allowed.

3. U.ed incorrect BellSouth 1,025 854 ~71

ba.ie atudy for
C,," Category 2.

... NUllllroua unaupported BellSouth Unknown
retroactive .djuat-
menta.

-- 5. Error. in reporting BellSo\.lth (338) (338) c
800 readyline
aerviee reven\.les.

6. Erroneou,ly reported BellSouth 0 (999) ?99
PICe revenue. to
cOlmlOn line.

Note:Over,tated expen.e, are indicated by positive amounts. .
Underatated expen.e, are indicated by negative (parenthe••s) a~ounts.

Over.tated revenue. are indicated by negative (parenth.ses> amounts.
Underatated r~venue. are indicated by positive amounts .

•
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•
In the M:IIlc:r of

The: Bc:IISouth Tc:le:phonc:
Operating Companies

Fed~ral Communitalion~ Commi~~ion

Ik-furc: the:
fedtrlll Cummuniflltions Cum minion

Wlistlinlt0., D.C. lOS~

AAD No. 93·148

CONSENT DECREE ORDER

FCC 96-U2

Adopted: Oc:tober 15. 1996

By the Commission:

Released: November 1. 1996

--•

I. At the direction of the Commission. the National Exchange Carrier
Association. Inc. (MNECA") hired Ernst and Young to conduct an independent audit of carrier­
reported adjustments to the common line revenue pool for 1988 and the first quarter of 1989.
On December 9, 1991. NECA submitted to the Commission Ernst and Young's report
(»Adjustments Report").'

2. The independent auditor reported numerous apparent violations of the
Commission's rules committed by the Bell Operaling Companies, including BellSoulh
Telc:c:ommunications, Inc. (MBeIlSouthn).l These apparent violalions generally in\'olve failures
10 keep accounts, memoranda and records in the manner prescribed by the Commission.

3. On March 3. 1995, !he Commission released an Order 10 Show Cause l

directing BeIlSouth to show cause why the Commission should not: (I) issue a Notice of
Apparent Liability for Forfeiture for apparent violation of Section 220(d) of the Communications
Act of 1934. as amended;~ (2) require BeIlSouth to adjust its price cap indexes; and (3) require
Bel/South to improve its internal processes to bring them into compliance voith Commission rules

I Leuer 10 Roben A. McAnon from Donna ScIl'C)'. 8 FCC Red Ij IS (1993),

: On lanual')' I. 1992. Ihe (onner BellSouth optratinc companies. Southem Bell Telephone and Telegraph
Co, and South Central Bell Telephone Co.. were merced into BellSouth Tclecommunicillons. Inc,

I BcllSoulh Telccommllnications.lne:., Ortkr 10 Show Causc, 10 FCC Red S637 (l99S) (Order 10 Sho...
Causc) .

• 47 U.S.C. § 220(d).

14803



•
and orders.

I "

Federal Communications Commission FCC 96-412

4. On May 2,1995, Bel1Soutb responded to tbe Commission's Order to Sho,,'
Couse and contested and denied each of the NECA audit report findings lisled in the
Commission's Order. B)' public notice dated June 20. 1995, the Common Cmier Bureau inviled
public comment on BellSouth's response. l On1)' MCI Telecommurtications Corporalion filed
comn;::n::;, ....e! BellSouth replied on September II, 1995.

5. This Commission and BellSouth have reached an agreement \Ioith respect
to these audit findings. The terms and condilions of lhis agreement are contained in the attached
Consent Decree.

6. We have reviewed the terms of the Consent Decree and evaluated the
circumS1ances of the case. We believe the public interest would be served by approving the
Consent Decree, the terms of which are incorporated herein by reference,

7. Accordingly, IT IS ORDERED. pursuant to Sections 4(i) and 4(j) of the
Communications Act of 1934, as amended, 47 U.S.C. §§ 154(i) and (i), that the Consenl Decree,
inc:orporated by reference herein and attached to this Order, IS HEREBY ADOPTED, and the
Secretary shall sign such Consent Decree on behalf of the Commission.

8. IT IS FURTHER ORDERED that this Order is effective upon execution
of the Consent Decree by all parties to the Agreement.

9. IT IS FURTHER ORDERED that proceedings under the March 3, 1995
Order 10 Show Couse, 10 FCC Rcd 5637, ARE HEREBY TERMINATED.

FEDERAL CO~lMUNICA nONS COMMISSION

William F. Caton
Acting Secretary

I Commission XIS Pleadinl Schedule In Show Cause Proceedinls, Pllblic Notice. 10 FCC Red 10939
(1995).
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In the Maner of

The BellSouth Telephone
Operating Companies

Federal Communications Commission

Bdore tile
Federal Communicalions Commission

Waslliqlon. D.C. 20554

AAD No. 93-148

CONSE!'l"T DECREE

FCC 96-412

.-

I
..u.-

•

I. This is a Consent Decree entered into by the Federal Communications
Commission ("Commission") and 8eIlSouth Telecommunications. Inc. ("8eIlSouth")
(col1ectively referred to herein as the "Panies").'

2. The common line revenue pool is administered by the National
Exchanie Carrier Association. Inc. ("NECA") and allows incumbent local exchange carriers
("LECs") to participate in a tariff filed b)' NECA that establishes uniform access rates on a
nation·"ide basis for all panicipants. Monthly distributions from the pool are computed using
monthly revenue, expense and invesunent figures reported by the participating LECs. Initially
the figures are only estimates. but in later months the incumbent LECs :u1just them to a.:tual
monthly figures. At the direction of the Commission, NECA hired Ernst and Young to
conduct an independent audit of carrier-reported adjustments !o the common line revenue pool
for 1988 and the first quarter of 1989. The Ernst and Young audit repon ("Adjustments
Report") included numerous audit findings against the Bell Operating Companies, including
BellSouth, concerning apparent rule violations and misconduct. These findings generally
involve failures to keep accounts, memoranda and records in the manner prescribed b)' the
Commission.

3. On March 3, 1995. the Commission released an Order 10 Show Cause
directing 8ellSouth to respond to certain of the findings in the Adjustments Report,! On May
2, 1995, BellSouth responded to the Commission' s Order 10 ShoM' Cause and contested and
denied each of the Adjustments Report findings listed in the Commission's Order. By public
notice dated June 20. 1995. the Common Carrier Bureau invited public comment on

I On January I. 1992. the former BeliSoulh opera1ins companies. Soulhern Bell Telephone and TeJeJrarh Co.
and Soulh Cenll"ll Bell Telephone Co.• "'ere merlled inte BellSoulh Telecommunicalions, Inc.

, BellSoulh Telecommunications. Inc .. Orderlo She,," CoUJe. 10 FCC Rcd SI>37 (1995) (Ordttr /0 Sho." Calise).

14805



• federal Communications Commission fCC 96··&12

•

I.kIlSuulh·s n:sp<\nsc:.; Only MCI (\'mltllmil:atillns Cur~lratilln likd l:~lmmcnIS. and
BdlSuuth rl:l'li\.-d on S.:plcmbl:r II. 1'l'l5 Thl: (lOSilillllS of the: parties 10 Ihis Wnlienl dC:l:ro:o:
arc: i1S lollu"s:

(a) The: CommiSSion found Ih:1I BdlSoulh's aClions al'p<ar to be:
inconsistent wilh its st3IUlory obliyation to mainlain its accounts.
records. and menlor:tnda as prescribed by lhe: Commission. Gc:nc:rally.
the Commission lound that fkllSouth had app;lrI:ntl)· misst31ced or
miscalculated interstate costs'and revenues fronl Januar)' 11)88 Ihrout;h
March 198Q. The Commission"s specific findings included:

(i) The Commission found thaI fkllSoulh's c:llculation 'of Cash
Working Capilal app;uendy \'iolated Commission rules.
improperly using average daily cuh balances inslead of required
minimum bank balances.

(ii) The Commission lound apparent violalionsof its rules because
fkllSouth failed to separate correctly its investment in
information origination/termination equipmenl costs in apparent
violation of Part 36 of the Commission's rules:

(iii) The Commission found a number of other apparent violalions of
its rules. including BcIlSouth's failure to provide adequate
documentalion 10 suppon numerous revenue and cost
adjusunents. and its improper inclusion of prcsubscription
revenues for the predesianation of intcrexchange carriers in
Account 5081. End user revenue. The independent auditor also
noted that a BcIlSoulh operating company incorrectly reponed an
accruaJ adjusunent to NECA resulting in Overstatement of
common line revenues which would apparently violate Section
69.605 of our rulcs.'

(b) BcIlSouth responded to the Order (0 Show Cause contesting liability on
all counts. and asscning that no price cap index adjustment was

Commission ~lS PleadinB Sehedule In Show Cause ProceedinlS- P"bUe No/ice. 10 FCC Red IQq39 (19951

47 C.F.R. Pan 36.

, 47 C.F.R. f 69.605.
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a""m"rial~' Ilr 1;1\\ ful." IkIlS"lIlh ~llnlcSIS all findings in Ihe
AdjuSlnle'n1s Rr:[l<.Jr1 and Ihe Commission's (}rJ,'r 10 Sholl' ("<11m'. lin Ihe
lollo"'ing grounds:

(il Due 10 its e'fticiellt cash mllnll~ement practices. its average daily
cash balance WlIS. in facl. the minimum bank balance that
BellSouth could maintllin and still operate its bu~incss.

BeIlSouth also contends that its average daily cash balance
repre~nted investor supplied funds th,1t were used and useful in
the ,)pe:r;uiun of its business. and that Be: IISouth was legally
enlitk-d to include such amounts in its rate base. BeIlSouth also
argues Ihal il had followtd a uniform practice of inductin&! its
average daily' cash balance: in its rate base since 1977.7

(iil BeIlSouth used dir\"ct assignment in good faith and in relillOce on
the Commission's stattd policy' of favoring direct assignment
whenever possible. BellSouth argues that the information
origination/termination equipment in question was directly
associated with the provision of special access service. and direct
assignment represented a more cost-causative approach than
allocation of a portion of these costs to common line.·

(iii) During the transition from Pan 67 to Pan 36 separations rules.
an input enor occuned that affecttd the separations factors for
cable and wire facilities in the states of Alabama. Louisiana and
Mississippi. As a result, the interstate revenue requirement was
overstated by approximately SI million and the intrastate revenue
requirement was understated by the same amount. BellSouth
contends that Ihe impaCI of the error ceased with the introduction
of a new basic faclor for these three states on July 1. 1990 and
thaI me enor did not affect BellSouth's initial price cap indexes.'

(iv) The independent auditor identified 22 instances in which it

• Bel/South Response 10 Order 10 Show Cause. filed herein Ma)' 2, 1995; BellSoulh Reply Commenls. filed
herein Seplcmbcr II. 1995.

, BellSouth RcSflOllSC 10 Order 10 Show Cluse, II 6-16.

• {d. II 16-26.

• {d. II 26-31
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concluded that BellSouth provided inadequate J()l,;ul1ll:ntati~m

and. based on this. the Order 10 Shol\' Cause tentatively found
that 8eIlSouth failed to maintain adequate controb to comply
with Pan 32. BellSouth states that the indep.:ndent auditor
reviewed over 3,000 adjustments to the common line pool.
8eIlSouth also states that there was no suggestion by' the auditor
that the cnnies in question were erroneous: these were
documentation issues only and the items cited as documentation
errOR were extremely minor and in many cases BellSouth has no
business reason to maintain formal documentation for the
panicular types of transactions in question. 10

(v) A human error occuned in which a S169,Ooo accrual adjustment
was reponed with the ....Tong sign, resulting in 8eIlSouth
overstating common line revenue in September. 1988 by
5338,000. BellSouth therefore under-recoveled from the
common line pool in this amount. The Order 10 ShoM' Cause
cites this error a.s an example of allegedly deficient internal
controls. BellSouth asserts that this was a case of simple human
error that did not recur and had no impact on BellSouth' s initial
price cap indexes.

(vi) BellSouth states that the rules for the treatment of
presubscription revenues for the predesignation of interexchange
carnen were never clear. While BeIlSouth now agrees to accept
the interpretation of Ernst and Young that these revenues were
more properly associated ....ith switching and therefore should be
excluded from common line pool reponing, BellSouth could find
no authoritative interpretation from the period under review that
~ified the proper treatment of these revenues. BeIlSouth
assens that the rules were ambiguous and that BellSouth made a
good faith interpretation of the rules to detennine the proper
treatment of these revenues. In any event, presubscription
revenues are excluded from price caps, II

4. The Commission and BeIlSouth agree that the expeditious resolution of
issues raised by the Adjustments Repon and the Commission's Order 10 Show CalLSe in

10 Ill. II 31.39.

" Id., II 43-47.
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5. AccordingI}'. and in consideration of the agreement of the Commission
and BellSouth to conclude action on the Order 10 Show Cause on the tenns set forth in this
Consent Decree. BeIlSouth agrees to act as specified below:

(a) BellSouth agrees to correct any past accounting and recordkeeping
deficiencies that might have caused the apparent violations set forth in
paragraph 3 of this Consent Decree;

(b) BellSouth agrees to establish procedures to prevent the specific apparent·
deficiencies from recurring in the furure;

(c) BellSouth agrees not to include revenues from customers for the
predesiaMtion of their primary interexchanse carrier in Account 5081.
and shall instead include these revenues in Account 5082. in compliance
with the Commission's rules; 11

(ei) BellSouth agrees to conduct an independent audit of its intemal
accounting controls as specified in Attachment A of this Consent
Decree;

6. (n the event BellSouth fails to comply with the requirements set forth in
paraaraph 5 and Attachment A of this Consent Decree, the Commission reserves the riiht to
pursue lqal action asainst BeliSouth. If BellSouth complies with the terms set forth in
paragraph S and Attachment A of this Consent Dec:rec, then the ICcountins treatments,
procedW"es and documentation adopted in compli.mce with paraaraph 5 and Attachment A
shall be reauded by the Commission as preswnptively reasonable and lawful. The
Commission, however, reserves its rights under law to change accounting requirements
prospectively and renoactively as long as no penal!)' anaches to such fCtrOaCtive application.
Likewise, BellSouth shall be authorized to make changes to its accounting treatments.
procedures and docwnentation to implement or reflect changes in the law or rules or waivers
of the Commission's rules, and shall not thereby be in violation of an}' pan of this Consent
Decree.

7. In lijht of BellSouth's covenants and representations contained in
paragraph 5 and Attachment A of this Consent Decree, and in express reliance thereon, the
Commission has issued a fmal order formalb' authorizina the SecfCW)' to execute this
Consent Decree ("Consent Decree Order") \loithout cbanae. addition or modification and

" s., 47 C.F.R. §§ 32.S011 and 32.S012.
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without a finding of \\oTongdoing. violations or liabilit)' by BellSouth and funher agrees not 10

begin. on the motion of the Commission or its staff. any proceeding formal or informal.
concerning matters that were the subject of the Adjustments Report. Nothing herein.
however. shall preclude the Commission from using the information underl)'ing Ihe findings
and observations in the Adjustmenls Repon for other lav,ful regulatory purposes provided thaI
BeIiSoulh shall have all opponuililies afforded by law 10 contesl Ihal use and Ihal information.

8.
Consent Decree.

BellSouth admits the jurisdiction of the Commission to adOI'I this

II

9. BellSouth waives any rights it may have to judicial review. appeal or
rights otheT\\oise to challenge or contest the validity of the Consent Decree Order. provided Ihe
Commission adopts this Consent Decree without change. addilion or modification.

10. The Panics agree not to engage in conduct inconsistent with the terms
of this Consent Decree. The Panies may comment publicI)', however, on the nature of the
('~'lsent Decree. and the merits of their respective positions. after it has been adopted by the
Commission.

II. It is undentood that BellSouth's agreement to this Consent Decree does
not constitute an adjudication of any factual or legal issues or an admission by BellSouth of
v,Tongdoing. violations or of any inconsistency between its position. on the one hand. and. on
the other hand. (i) the Communications Act of 1934. as amended, and (ii) the rules and
policies of the Commission. As a result. BeIlSouth shall not be precluded or estopped from
litigating de novo any and all of the issues subject to this Consent Decree in any forum,
except as provided herein.

12. The Panies aaree that this Consent Decree and the Consent Decree
Order may not be used in any fashion by either of the Panics to this Consent Decree in any
legal proceeding except as set fonh in this Consent Decree.

13. Adoption by the Commission of this Consent Decree shall conclude
action in the proceeding commenced by the Order (0 Show Cause. 10 FCC Rcd 5637, and the
Adjustments Report \\oithout a finding of \\oTongdoing. violations Or liability on the pan of
BeIlSouth. The Panies agree that the effectiveness of this Consent Decree is expressly
contingent upon issuance of the Consent Decree Order described herein, and compliance by
BellSouth \\oith the tmns of this Consent Decree. If this Consent Decree is not signed by
BellSouth and the Commission. or is otherwise rendered invalid by any coun of competent
jurisdiction. it shall become null and void and may not become pan of the record in this
proceeding.
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14. If the Commission brings an action in any court of competent
jurisdiction to enforce the terms of the Consent Decree order or the Consent Decree.
BellSouth agrees that it will not contest the validity of either the Consent Decree Order or the
Consent Decree. will waive any statutory right to contest the validity of the Con~nt Decree
Order or this Consent Decree through a trial de novo, and will consent to a judgment
incorporating the terms of this Consent Decree without change. addition or modificlltion
provided. however. that the Commission has complied with all of its obligations under the
Consent Decree.

15. This agreement may be signed in counterparts.

FEDERAL COMMUNICATIONS COMMISSION

Acting Secretary

Signed this !? }sf,day of October. 1996

BELLSOUTH TELECOMMUNICATIONS. INC.

By:_r1----"'._.-:--=d...d"""""'- _

Its tI.....:c.-e-..~
Signed this~ C{~ day of October. 1996
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BellSouth will engage an independent auditing finn to review the adequacy of internal controls
associated ~;th the automated and manual input processes related to the company's Pan 36
Kparations system. The scope of this independent review will be the following three areas:

I. Review of existing internal proceSKs that enable detection and correction of
accounting errors on a timely basis;

2. Review of aUtomated systems that have KrVed to eliminate or reduce the
potential for clerical errors and that provide an appropriate trail for data
verification; and

3. Review of controls and processes for appropriate implementation of the
Commission's rules and related interpretations.

The independent review will be compleled within one year of the release of the Commission's
Consent Decree Order.

Upon completion ofthe review, BellSouth will submit to the Commission an implementation plan
for each recommendation which the independent auditing finn determines has the potentia.! for
material impact on the results of the company's cost a!locatiotlS; All aspeCts of the
implementation plan v.ill be instituted no later than 180 days after the independent review is
completed.
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